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Abstract 
 
The diploma thesis deals with an evaluation of performance of the company during the 
years 2007-2011. Using various methods of firm analysis and appropriate methods of 
financial analysis evaluates performance and financial health of the company. At the 
end of this work the possible proposals for future strategy are suggested. 
 
Abstrakt 
 
Diplomová práce se vìnuje hodnocení výkonnosti podniku v letech 2007-2011. Za 
pouití rùzných metod analýzy firmy a vhodných metod finanèní analýzy je hodnocena 
výkonnost a finanèní zdraví podniku. Výsledkem práce bude návrh moného postupu 
pro budoucí strategii. 
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INTRODUCTION 
As the diploma thesis issue, the evaluation of the company performance was chosen. In 
todays highly competitive and rapidly changing world it is very important to have the 
information about the companys performance, position, to have an overview of rising 
problems, strengths and weaknesses but also about the development of companys 
environment as well. 
This analysis will therefore focus on the internal analysis represented especially by 
financial analysis and external analysis represented by PESTEL analysis and Porters 
five forces model. These will be then united in SWOT analysis. The greatest emphasis 
will be placed on the financial analysis. This analysis will bring complex information 
about the financial situation of the company. 
The analysed company which was chosen for this diploma thesis has the legal form of 
s.r.o. and the subject of its business is to provide consulting services in the field of 
quality management. The company recorded an interesting development for example in 
capturing market position and in financial results during its existence. In this paper the 
last five years of company performance will be analysed and evaluated. 
The thesis is intended for the company management. The results can be compared with 
companys own analysis or can bring new perspective on particular issues. 
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EXECUTIVE SUMMARY 
The purpose of this diploma thesis is to deal with an evaluation of companys 
performance. The main objective is beside the evaluation of companys performance to 
find possible problematic areas and to formulate proposals which could lead to 
improvement of the future performance. 
The main used method is an analysis.  
The partial objective of this work is to apply financial analysis. The performance of last 
five years (2007  2011) are analysed mainly by using data from financial statements 
from these years. The analysis of five years development should bring sufficient 
informative ability. The partial aims of this part are as follows:  
§ to make an analysis of balance sheet and profit and loss account by using 
analysis of absolute indicators 
§ to analyse differential indicators 
§ to prepare ratio analysis 
§ to test the financial health by using analytical systems 
§ to evaluate the performance by using value indicators 
Because the company is highly influenced by internal and external factors another 
partial objective is to prepare the analysis of internal and external environment. The 
data for this analysis are taken from internal sources of the company and publicly 
available sources. The partial aim is to apply following methods: 
§ PESTEL 
§ Porters five forces model 
§ Description of internal environment 
Another partial aim is to prepare SWOT analysis based on outputs of previous analysis. 
Structure of this thesis is as follows. The first main part focuses on theoretical basis of 
the work. The aim of this part is to describe the most important methods used. The 
second main part deals with analysis of current situation and the aim of this part is to 
14 
 
make appropriate analyzes and interpret results. Based on previous analyzes the aim of 
the third main part is to make proposals and suggestions for future. 
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1 THEORETICAL BASIS OF THE WORK 
The aim of this chapter is to offer review of existing literature related to the issue of 
evaluating companys performance and to describe the most important methods. 
For the evaluation of the company performance different methods will be used. For the 
evaluation of financial situation of the company the methods of financial analysis were 
chosen. Other methods which will be used for the evaluation of the companys situation 
will be PESTLE analysis, Porters five forces model, analysis of the internal 
environment and SWOT analysis.  
1. 1 Financial analysis 
The aim of financial analysis is to identify financial health of the company and to get 
knowledge about weaknesses in the financial field which could cause problems in the 
future and also about strengths on which the company can built. The process how to get 
this knowledge can be characterized as: to get a picture about the past development of 
the financial analysis, to find the causes of improvement or worsening and to choose the 
most appropriate direction of future development. (42) For better understanding several 
definitions of financial analysis are provided: 
§ It is set of activities designed for identification and evaluation of complex 
financial situation of the company. (29) 
§ It is systematic analysis of the obtained data that are contained mainly in the 
financial statements. (57) 
§ It is formalised method which allows making ratios between received data and 
extend their explanatory ability to reach a conclusion about the overall economic 
and financial situation under which it would be possible to take various 
decisions. (65) 
1.1.1 Sources of information 
When the financial analysis is made it is important to find the right source of 
information. The sources of information can be divided to: accounting and other 
company data and external data. (31) 
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1.1.1.1 Accounting and other company data 
The most important information provide financial statements. These are balance sheet, 
income statement and statement of cash flows. (66) 
Balance sheet 
It records the categories and amounts of assets employed and liabilities incurred to 
lenders and owners. The major categories of assets are: fixed assets, current assets and 
other assets. The major sources of funds are: owners equity, long-term liabilities and 
current liabilities. Balance sheet is like snapshot because it reflects condition on the date 
of its preparation. (23) The side of assets has to always equal to the side of funds 
(liabilities). (66) 
Income statement (profit and loss account) 
This document reflects the effect of managements operating decisions on business 
performance and the resulting accounting loss or profit over a specified period of time. 
The profit or loss in the statement increases or decreases owners equity on the balance 
sheet. (23) 
Statement of cash flows  
This statement captures current operating results and the accompanying changes in the 
balance sheet. It gives a picture of the changes in cash resulting from the combined 
decisions made during a given period. (23) 
Other company data can be obtained from annual report, companys statistics, 
calculations etc. (31) 
1.1.1.2 External data 
These data comes from the economic environment of the company. They can be 
represented by state statistics, news from the professional press, information about 
interest rates, information from stock exchange etc. (31) Some financial indicators 
require comparison with other company (in this case information about other company 
will be used) or with industry average (useful information provides Ministry of industry 
and trade and Czech statistical office. (57) 
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1.1.2 Financial analysis users 
There exist several different groups of users of financial analysis. These users have in 
common the interest in the company but they tend to focus on few key objectives 
because they have different interests.  
Owners (equity investors) use financial analysis particularly to get information about 
valuation and profitability of the company. (63) Owners are among other things 
interested in the way of dealing with financial resources they provided. (29) 
Management is interested into assessing overall efficiency of the company and overall 
profitability. (63) Managers use financial analysis for operative and strategic financial 
management of the company. (29) 
Creditors are concerned mainly with ability to repay debts. (63) Creditors try to reveal 
the financial health of the company and then decide about providing the credit, amount 
and conditions. (29) 
Employees are interested in prosperity and stability of the company which can influence 
their employment or salary. (29) 
Suppliers are interest in creditworthiness of the company. (58) Creditors focus on 
liquidity, indebtedness and if they are intended in long-term cooperation also in future 
development and stability. (29) 
Customers are interested in financial health of the company because they need ordered 
products or services on time. (29) 
Government (state) uses information from financial analysis for taxation control or for 
statistical purposes. (29) 
Competitors can find information which can be used for comparison of their 
performance with others. (31) 
Other users potential investors, unions etc. 
Different groups have different access to sources of information. The most complex 
information has the company itself. In this case literature speaks about internal analysis. 
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Main users of this analysis are managers of the company and owners. Company can 
work not only with documents which are available to public but also with internal 
sources of information (managerial accounting, calculations etc.). When is the analysis 
made from the outside literature speaks about external analysis. This analysis is made 
by banks, investors, business partners, competitors etc. Source of information is in this 
case less complex than in the case of internal analysis. External analysis works with 
publicly available information. (61) 
1.1.3 Methods of financial analysis 
Development of economic, statistical and mathematical sciences in todays word 
allowed rise of many methods for assessing financial health of the company. When 
choosing the appropriate methods it is important to think about several issues. From the 
financial point of view it is important to know how much financial resources will be 
spend on the analysis and how will be the effect. It is possible to spend fortune on 
different analysis but it has to provide reasonable outcome. Next issue is reliability of 
input information (internal and external). The more reliable input information the better 
the results of analysis will be. Next issue is usefulness of the analysis. Analyst has to 
choose the appropriate methods and means of calculations with regard to particular 
company and purpose of the analysis. With this issue is connected fact that analyst 
should take into account who will be the reader of the analysis and adjust the structure 
and way of presenting information. (57) 
Fundamental analysis 
Two approaches of economic evaluation are distinguished in economics. The first one is 
fundamental analysis which is based on knowledge of interdependencies between 
economic and non-economic processes. (57) It draws from experience of experts and 
direct participants of economic processes. It is based on their estimation and sense for 
the situation and trends. This analysis works with large amount of qualitative data and 
derives conclusions generally without algorithmic procedures. (60) 
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Technical analysis 
This analysis uses mathematical and statistical and other algorithmic methods for 
quantitative data processing and follows by assessment of the results from an economic 
perspective. It is clear that for the assessment of results some fundamental knowledge of 
economic processes is needed and therefore both types of analysis are often combined. 
Typical tasks of technical analysis are for example calculations of indicators, 
comparison with industry averages and trend analysis. Financial analysis is classified in 
category of technical analysis because it works with mathematical methods. (57) 
Types of methods of financial analysis 
Methods of financial analysis are divided into two main groups. The first group are 
widely used elementary methods based on elementary mathematical operations and the 
second group is based on complex mathematical processes. For the purpose of this work 
only following methods from the first group will be used: 
§ Analysis of absolute indicators 
§ Horizontal analysis 
§ Vertical analysis 
§ Analysis of differential indicators 
§ Ratio analysis 
§ Liquidity ratios 
§ Debt management 
§ Efficiency ratios 
§ Profitability ratios 
§ Analytical systems  
§ Bankruptcy models 
§ Diagnostic models 
§ Value indicators 
§ EVA 
20 
 
1.1.3.1 Analysis of absolute indicators 
Analysis of absolute indicators works with data contained in the financial statements. 
This analysis is often used at the beginning of the financial analysis. This analysis 
allows obtaining very good overview of development in time and relations between 
indicators. Analysis of absolute indicators is divided into two groups. First is horizontal 
analysis and the second is vertical analysis. (30) 
Horizontal analysis 
This analysis is sometimes called analysis of trend and it follows changes of absolute 
indicators in time. It is therefore important to work with data from more years for 
ensuring good information ability. When calculating this analysis, absolute changes are 
taken to account but percentage changes too. Percentage analysis is used when 
comparison between companies is desired and it also enables better orientation in 
numbers. The change of absolute numbers is calculated as follows (57): 
 
The percentage change is calculated as follows (57): 
 
Vertical analysis 
This analysis focuses on relation between individual item of the financial statement and 
some other item (superior indicator). When talking about balance sheet individual items 
are related to total assets (or liabilities). In the case of profit and loss account individual 
items are often related to sales. Advantage of vertical analysis is that analysis of 
different years can be compared because it is not distorted by inflation influence. It is 
important to think about the structure of assets and liabilities. Structure of assets 
informs where was the capital invested. It is believed that investment into fixed assets 
gives higher revenue, but on the other hand the liquidity has to be ensured. When 
considering structure of liabilities the short-term liabilities are seen as cheaper but 
associated with a higher risk. (60) When calculating vertical analysis the general 
calculation is as follows (30): 
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1.1.3.2 Analysis of differential indicators 
For the analysis of the financial situation of the company, especially its liquidity, 
differential indicators (called financial funds) are used. Fund is seen as a summary 
of certain indicators expressing the assets or liabilities, respectively, as the 
difference between the sum of certain current assets and certain short-term liabilities. 
(60) 
Net working capital 
It is the most important and often used differential indicator. The word net indicates that 
the calculation doesnt work with current assets which will be used very soon. The word 
working indicates that it is relatively free capital which can be used for ensuring smooth 
running of the business. Literature states that there can be two main views on the 
problematic of the net working capital. (60) 
Managers see the net working capital as the part of current assets which is financed by 
long-term liabilities. It can be called as a pillow which can absorb potential financial 
fluctuation. Therefore the net working capital is calculated as difference between 
current assets and current liabilities. (60) The net working capital from the managers 
view is shown below: 
 
Chart 1: Net working capital - managers view - adapted from (30)  
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The owners see net working capital more from the side of liabilities. And the net 
working capital can be calculated as equity plus long-term liabilities minus fixed assets. 
(60) For the owners the net working capital is working long-term capital what is shown 
below: 
 
Chart 2: Net working capital - owners view - adapted from (30) 
It is possible to say that when the company has more current assets than current 
liabilities (has net working capital) is able to pay its liabilities on time. Therefore it is 
appropriate to analyse changes of net working capital in time. The reasons of changes of 
net working capital can vary. From the view of assets it can be increase (or decrease) in 
current assets or current liabilities. From the view of liabilities it can be increase (or 
decrease) of equity or long-term liabilities or fixed assets. If the net working capital is 
rising it should mean that the company is more solvent. But the structure of assets has to 
be taken to account. Overvalued assets can distort this analysis. (60) 
Literature works with two more terms. With net cash-receivables financial fund and 
cash financial fund. These differential indicators deal with similar problematic as net 
working capital but its calculation is more strict. In net cash-receivables financial fund 
calculation the inventories are removed. Even stricter is calculation of cash financial 
fund which works just with cash and money in a bank account and cash equivalents. 
The choice of differential indicator depends on the level of liquidity which is analysed. 
(60)  
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1.1.3.3 Ratio analysis 
Analysis of ratios is the most frequently used method of financial analysis. Ratios 
provide a quick and simple means of assessing the financial health of the company. 
Ratio analysis simply relates one figure from financial statements to some another 
appearing there or to some resource of business. (4) Information is relatively accessible 
for external analyst, because the information is available to the public. (57)  
The main benefits of ratio analysis are, that they offer significant help when comparing 
the financial health of different companies. (4) Another benefit is that it is possible to 
put the ratios into the timeline and to see the development of these ratios in time (to get 
information about trend in the time). And the third is that ratios can be also used as 
inputs for mathematical models, which are made for prediction of future development, 
risk assessment or to describe the relationships between phenomena. (60) 
These benefits of ratios and their advantages such as simple calculation and low demand 
for time and costs make them very popular. But ratio analysis is just the starting point 
for further analysis. Ratios jut help to highlight the financial weaknesses and strengths 
of the company. The biggest disadvantage of ratios is the fact, that they cannot explain 
why certain strengths or weakness exists. (4) 
When using ratio analysis, it is important to know about its limitations. The ratio 
analysis can be just good just as the quality of financial statements (for example: brand 
name excluded from balance sheet). It is also important not to rely just on ratios (for 
example: the percentage could be satisfactory, but the absolute number can be very 
low). It should be also taken to account that only similar companies using similar 
calculating of ratios and similar accounting practices can be compared meaningfully. 
The ratios based on information from balance sheet are also limited because of the fact 
that balance sheet is only a snap shot of the particular moment in time. These ratios 
may not be representative of the financial position of the year as a whole. (4) 
Ratios can be expressed variously, for example in the form of percentage or as a 
proportion.  Chosen form depends on the needs of the user of the information. It is also 
possible to calculate large number of different ratios. There is no strictly set list of ratios 
which should be used or just one standard method of calculating. Therefore also 
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literature differs significantly. In practise, analyst should choose ratios which will give 
him the most suitable information. However the ratios differ, it is important to be 
consistent in the way in which ratios are calculated for comparison purposes. (4) The 
groups of ratios which will be described in following part will be used for the purpose 
of this paper in the analytical part. 
Ratios are mainly divided into following groups: 
- Liquidity ratios 
- Debt management 
- Efficiency ratios 
- Profitability ratios 
- Investment ratios 
 
Investment ratios are widely used and concern returns to shareholders. For 
example the Price/earnings ratio or Earnings per share can be mentioned. (4) But 
because analysed company is not quoted at the stock exchange only first four 
groups of ratios will be used. 
1.1.3.3.1 Liquidity ratios 
For survival of the business it is important to have sufficient liquid resources. Liquidity 
ratios are concerned with the ability of the business to meet its short-term obligations. 
On the other hand too much finances kept in business are unfavourable to owners, 
because these finances could bring profit when invested somewhere else. Three types of 
liquidity ratios are current ratio, acid test ratio and cash ratio. (4) 
Current ratio 
The current ratio compares the liquid assets (assets which can be soon turned into cash) 
with the current liabilities. The ratio is calculated as follows: 
 
Current ratio gives the information how many times the current assets cover current 
liabilities. Disadvantage of this ratio is fact, that it doesnt take into account the 
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difference in liquidity of different types of current assets and also structure of current 
liabilities from the time point of view. The higher the ratio is, the more liquid the 
business is considered to be. The right current ratio should be higher than 1,5. (60) 
But as was mentioned before, too high ratio would tie up liquid assets which might not 
be used as productively as they could be. (4) 
Acid test ratio 
Is very similar to the current ratio, but it excludes inventories. Inventories are 
considered as not so liquid. The ratio is calculated as follows: 
 
The minimum level for acid test ratio should be 1. (4) For the analysis it is useful to 
compare current ratio and acid test ratio. If the Acid test ratio is significantly lower it 
might indicate too big amount of inventories kept. (60) 
Cash ratio 
For this ratio, only the most liquid assets are used. These assets are bank accounts, cash 
and equivalents of cash.  According to (60) the level for cash ratio should not be lower 
than 0,2, according to (57) the 0,2 level is considered as critical and the level should not 
be lower than 0,6 . The ratio is calculated as follows: 
 
For better analysis it is better to calculate ratios not only for one year but for more 
years. This will show the trend in the development of liquidity of the company. The 
favourable situation is to ensure stability without big differences during years and of 
course not to be lower than recommended. Owners of the company will also favour 
ratios at the lower side of recommended level (to prevent tying up the capital) and 
creditors will favour higher level of ratios (which will make them less nervous). (57) 
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1.1.3.3.2 Debt management 
In todays word most businesses are geared to some extent. One reason can be that the 
owners have insufficient funds, so the way to finance the business is to borrow from 
others. When company borrows, it means commitment to pay interest charges and make 
capital repayments. If the borrowing is too heavy it can increase the risk of the business 
becoming insolvent. But borrowing money doesnt have to be only about insufficient 
funds. Another reason for borrowing is that gearing can be used to increase returns to 
owners. This is called the effect of financial gearing (or financial leverage). This is 
possible when returns generated from borrowed funds exceed the cost of paying 
interest. (4) Following ratios will be discussed: debt ratio, equity ratio, debt to equity 
ratio and interest cover ratio. 
Debt ratio 
It is a ratio of total debt and total assets. It can be said that the bigger this ratio is the 
higher is the risk for creditors. If the ratio is higher than average in that particular 
business it is much more difficult to get additional financial resources from creditors 
and it is more expensive (creditors require higher interest charges for higher risk). (60) 
The ratio is calculated as follows: 
 
Equity ratio 
It is the complement ratio of debt ratio. It is the ratio of owners equity and total assets. 
The higher the ratio is the higher financial independence company has and creditors are 
less nervous. The sum of debt ratio and equity ratio should be equal 1. (60) The ratio is 
calculated as follows: 
 
Debt to equity ratio 
It is the ratio of total debt and owners equity. When using this ratio it is suitable to add 
leasing funding to total debts. (59) The ratio is calculated as follows: 
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Interest cover ratio 
This ratio measures the amount of profit available EBIT (earnings before interest and 
taxation) to cover interest charges. The ratio is calculated as follows: 
 
The lower the level of profit coverage, the greater the risk to lenders that interest 
payments will not be met and the greater is the risk to the shareholders that the lenders 
will take action to recover the interest due. (4) If the ratio is 1 it means that all EBIT 
will be used for interest charges payments and there will be no earnings left for owners 
of the company. (59) The literature states that the ratio should be 6. And it is important 
to take into account the industry average. (61) 
1.1.3.3.3 Efficiency ratios 
These ratios examine the ways in which various resources of the business are managed. 
The most important ratios will be discussed: average settlement period for receivables, 
average settlement period for payables, total asset turnover ratio, fixed asset turnover 
ratio and sales revenue per employee. (4) Very important is also average inventories 
turnover period, but because of that fact that analysed company has no inventories, this 
ratio will not be used. 
Average settlement period for receivables 
A business is concerned with how long it takes for customers to pay what they have to. 
The speed of payment can have significant effect on the companys cash flow.  The 
average settlement period for receivables shows how long, on average customers pays 
what they owe to the company. The ratio is calculated as follows: 
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A business prefer to have shorter average settlement period for receivables than longer, 
because funds could be used for profitable purposes than to be tied up in receivables. It 
is useful to compare average settlement period for receivables and agreed due date for 
payments. If the average settlement period for receivables is longer it means that 
customers dont pay when they have to and it is important to take action. (4) 
Average settlement period for payables 
It measures how long, on average the company needs to pay its trade payables. The ratio 
is calculated as follows: 
 
For the company itself it is better to have average settlement period for payables longer 
than average settlement period for receivables. The opposite situation could lead to 
problem with cash flow. On the other hand too long average settlement period for 
payables would be unsuitable for existing or future creditors. (57) 
Total asset turnover ratio 
This ratio gives information about efficiency of using total assets in generating sales. It 
is important to compare this ratio with industry average. If the ratio would be much 
lower the company should think about possibilities of rising sales or about selling off 
certain assets. (6) The ratio is calculated as follows: 
 
Fixed asset turnover ratio 
This ratio is very similar to the ratio above, but it works only with fixed assets. This 
ratio gives information about efficiency of using fixed assets in generating sales (for 
example buildings). This ratio is used when considering new investment into fixed 
assets. If the ratio is lower than industry average it can mean that fixed assets are not 
fully used and managers should think about selling out some assets. When comparing 
with other companies it is important to take to account different procedures in 
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accounting (depreciation) or historical prices used in accounting (undervalued when 
inflation appears). (6) The ratio is calculated as follows: 
 
Sales revenue per employee 
This ratio relates sales revenue generated to a particular business resource which is 
labour. It gives information about productivity of the workforce. The ratio is calculated 
as follows: 
 
The business would prefer to have high value for this ratio, implying that they are using 
their staff efficiently. (4) When the ratio is increasing in the time it means that 
employees work more efficiently. 
1.1.3.3.4 Profitability ratios 
Companies generally exist with the primary purpose of creating profit for their owners. 
Profitability ratios can provide an insight to the degree of success from this point of 
view. Profitability ratios express the profits made in relation to other key figures. (4) 
Profitability ratios are very important for shareholders and potential investors, but also 
another groups will find them interesting. Profitability ratios should be rising in time. 
(57) The ratios which will be discussed are following: ROA (return on assets), ROE 
(return on equity), ROS (return on sales) and ROCE (return on capital employed). 
ROA (return on assets) 
Return on assets relates chosen type of return and total assets (regardless of the type of 
assets). The type of return can be EAT (earnings after taxes), EBT (earnings before 
taxes), EBIT (earnings before interests and taxes) or another modification.  (60) EBIT 
should be used when comparing different companies. It avoids the influence of the 
interest charges and different taxes. EBT is used when companies with different taxes 
are compared. EAT is used when it is suitable to get information based on net profit. 
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(57) The choice depends on analyst. According to (21) the EBIT modification will be 
used. The ratio is calculated as follows: 
 
ROE (return on equity) 
This ratio compares net profit and equity. Net profit is used because it gives the right 
information to the owners. It is important to know if the ROE is higher than profit from 
less risky form of investment (for example government bonds or time deposits). (60) 
Increase of this indicator may mean that company create more profit or that equity was 
lowered. It can be said that rising ROE is favourable for owners and shouldnt be lower 
than less risky investment. If the ROE is lower, investors will not be satisfied enough 
and will think about putting their money somewhere else. (57) The ratio is calculated as 
follows: 
 
ROS (return on sales) 
This ratio relates net profit (or EBIT when it is needed to compare different companies) 
to sales. This ratio can be compared with an industry average. If the ROS is lower it 
indicates that prices of products or services are too low or costs are too high. It can be 
said that the higher the ROS is the better. ROS measures proportion of profit on 1 CZK 
sales. (57) ROS can be also called as profit margin ratio (net or gross depending on the 
type of profit used for calculation). (4) The ratio is calculated as follows: 
 
ROCE (return on capital employed) 
This ratio is a fundamental measure of business performance. It expresses the ratio 
between net profit (plus interests) and the long-term capital investment. This ratio 
compares inputs (capital invested) with outputs (profit). This comparison is vital in 
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assessing the effectiveness. (4) According to (60) this ratio is widely used for 
comparison of different companies. The ratio is calculated as follows: 
 
1.1.3.4 Analytical systems  
Previous chapters dealt with various ratios and indicators. Individual ratios have limited 
informative ability, because they focus on specific part of activity. (60) And according 
to (57) it is almost impossible to have outstanding performance in all ratios. Therefore 
were developed analytical systems which should evaluate overall financial situation of 
the company. Analytical systems can be also called systems of ratios or models of 
financial analysis. These systems work with chosen combination of ratios which allow 
to provide quick and complex information about financial situation of the company. 
(60) Literature offers many different models working with different number of 
indicators (from few indicators to hundreds of them). Analytical systems can be divided 
into two main groups:  
1.1.3.4.1 Bankruptcy models 
These models try to provide information about upcoming bankruptcy. They work with 
special indicators which indicate potential danger to the financial health of the 
company. (60) For the purpose of this work two bankruptcy models will be discussed: 
Altmans model and IN index of credibility. 
1.1.3.4.2 Diagnostic models 
These models work with diagnosis of the financial health of the company. The aim of 
these models is to say if the company is among good or bad companies (in terms of 
financial health). They allow comparing companies in the industry. For the purpose of 
this work the Balance analysis will be introduced. (57) 
Altmans model 
Easy calculation, based on the sum of five ratios make this model very popular. Ratios 
have assigned different weights, when ROA has the biggest weight. (57) Literature 
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discusses Altmans model focused on companies traded on the stock exchange, but also 
model focused on other companies. These two versions differ in weights assigned to 
ratios. Because the analysed company is not traded on the stock exchange the second 
version will be used. (60) The equation for Altmans model is follows: 
 
where: 
A = working capital/total assets 
B = net profit/total assets 
C = EBIT/total assets 
D = paid in capital/total debts 
E = total sales/total assets 
The score has to be compared with given values: 
 
Chart 3: Altmans model  values - adapted from (60) 
Usage of Altmans model is appropriate supplement to the financial ratio analysis. It is 
considered as effective tool for detection inadequate credit risk. This model should be 
used for medium sized companies because small companies dont have sufficient 
information for this analysis and big companies in our conditions bankrupt rarely. (57) 
IN index of credibility 
This model was created by Mr. and Mrs. Neumaier, based on mathematical and 
statistical models. Big advantage of this model is that it is constructed for companies 
operating on the Czech market. (57) IN index also combines creditor (risk of 
bankruptcy) and owner view (value creation). Significant advantage is also verification 
Values Description
Z > 2,9 Zone of prosperity  satisfactory financial situation can be assumed
1,2 < Z ! 2,9 Grey zone
Z  ! 1,2 Zone of bankruptcy  company is at risk of financial problems
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of this model on representative sample. This index can be used for evaluation of last and 
present performance and for estimation of future development and also for comparison 
with other companies. (44) The construction of this index is similar as the construction 
of Altmans model. It is sum of five ratios with different weights. This index was 
updated during years. For the purpose of this paper the IN05 version will be used. The 
equation for IN05 index is follows: 
 
where: 
A = total assets/total liabilities 
B = EBIT/interest expenses  
C = EBIT/total assets 
D = total revenues/total assets   
E = current assets/short-term liabilities and loans (59) 
The score has to be compared with given values: 
 
Chart 4: IN index  values - adapted from (59) 
According to (70) companies under score 0,9 goes to bankrupt with 97% probability, 
and with 76% probability will not create value, companies between 0,9 and 1,6 goes to 
bankruptcy with 50% probability but with 70% probability will create value and 
companies above 1,6 will not go to bankruptcy with 92% probability and with 95% 
probability will create value. 
 
 
Values Description
IN05 > 1,6 Satisfactory financial situation 
0,9 < IN05 ! 1,6 Grey zone
IN05  ! 0,9 Company is at risk of serious financial problems
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Balance analysis 
This analysis was created by Mr. Rudolf Doucha and also focuses on companies 
operating in Czech environment. It is quick method which can be used for evaluation of 
financial performance of company regardless of its size. Balance analysis works with 4 
indicators from different areas of the companys finance. The equation for Balance 
analysis is follows: 
 
where: 
S (stability area) = equity/fixed assets 
L (liquidity area) = (financial assets + receivables)/2,17 * short-term debts 
A (activity/efficiency) = production/2 * total liabilities 
R (profitability) = (8 * EAT)/equity (57) 
The score has to be compared with given values: 
 
Chart 5: Balance analysis  values - adapted from (57) 
Balance analysis can be extended to the form of Balance analysis II. and Balance 
analysis III. which works with much more indicators. For the purpose of this work the 
will be used Balance analysis of the first level as was described above. 
1.1.3.5 Value Indicators 
From several value indicators the Economic value added was chosen. 
EVA (Economic value added) 
 
Values Description
C > 1 Company is good  good financial health
0,5 < C ! 1 Financial situation is bearable
C  ! 0,5 Company is bad  financial problems
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EVA allows assessing business performance from another perspective. Normally when 
analyzing financial statements it can be seen that company achieved profit. But this 
doesnt have to mean that company achieved economical profit. (61) EVA indicator 
focuses on economical profit. (62) EVA takes into account opportunity costs, works 
only with costs and revenues from main activity, uses only assets which are used for 
main activity. (54) EVA indicates whether the company adds value for owners. (9) 
Economic value added is calculated as follows: 
 
Where: 
 
NOPAT (net operating profit after tax) 
EBIT (earnings before interest and taxes) 
t (tax rate) 
C (capital invested) 
WACC (weighted average costs of capital) (30) 
 
rd (cost of borrowed capital, interest paid) 
d (tax rate) 
D (foreign capital) 
C (total long-term capital) 
E (equity) 
re (equity capital costs) (57) 
The elements of EVA calculation (NOPAT, C and WACC) require some adjustments. 
These will be described in the analytical part according to (54). 
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EVA indicator can be used as motivator of managers as individuals or business units or 
divisions of the company because bonuses can be linked to the changes in EVA 
indicator. They will be motivated to behave like owners, to be focused on value 
creation. (61) 
 1.2 PESTEL analysis 
This analysis is used when the macro environment is analysed. Many factors in the 
macro environment effect decisions of managers. For better and more complex analysis, 
these factors can be categorised into several groups: political, economic, social, 
technological, environmental, legal. (52) 
PESTEL analysis can help to identify opportunities and threats rising from the macro 
environment. (20) 
Political factors are seen as existing or potential effect of the political influences. These 
factors can be: 
- political stability  form and stability of the government, actual governing 
political party  
- political attitude towards foreign investment, private sector or state industry 
- external relations  foreign conflict, regional instability 
- political influence of different groups 
Economic factors are understood as effect and influence of local, national and world 
economy: These factors can be: 
- macro economic situation  inflation rate, interest rate, state budget deficit, 
gross domestic product, monetary stability 
- access to financial resources  forms and availability of credit, banking 
system 
- tax factors  tax rates and their development 
Social factors can be described as effects of social and cultural changes. These can be: 
- demographic characteristics  population size, age structure, work 
preferences, geographic layout, ethnic layout 
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- macroeconomic characteristics of the labour market  unemployment rate, 
income distribution 
- socio-cultural aspects  standard of living, population policy, gender equality 
- availability of labour  availability of potential employees with the required 
skills and abilities, existence of appropriate  educational institutions 
Technological factors are seen as impact of new and advanced technologies. These 
factors can be: 
- government support for research and development 
- new invention and discoveries 
- general technological level 
Environmental factors are described as local, national and global environmental issues 
and questions of its solution. Among these factors can be mentioned: 
- legislative restriction related to the environmental protection 
- global environmental threats 
Legal factors can be understood as influences of national, European and international 
legislation. These factors can be following: 
- existence and functionality of legal norms 
- law enforcement and functioning of courts (20) 
When using PESTEL analysis it is important to consider the level (local/national/global) 
and area at which it is applied. It is useful to focus on relevant factors on the appropriate 
level. (52)  
1.3 Porters five forces model 
This model is used for the analysis of the micro-environment of the company. The five 
forces which shape industry competition are: threat of new entrants, bargaining power 
of suppliers, bargaining power of buyers, threat of substitute products or services and 
rivalry among existing competitors cant be omitted. It is useful to analyse these forces 
because they are important for formulating further strategy. (55) 
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Threat of new entrants 
New entrants bring new capacity to industry and desire to gain market share. This puts 
pressure on prices, costs and the rate of investment necessary to compete. The threat of 
new entrants depends on the height of entry barriers. Entry barriers are advantages that 
have existing companies relative to new entrants. These barriers can be: 
- supply  side economies of scale - companies produce larger volumes and 
enjoy lower costs per unit because they spread fixed costs over more unit, 
they can also more efficient technology and command better terms from their 
suppliers. 
- demand  side benefits of scale  these benefits are also known as network 
effects. Buyer is willing to buy products or services from the company which 
has big number of other buyers. 
- customer switching costs  these costs are fixed costs that buyers have to pay 
when they change the supplier. 
- capital requirements  new entrants can be deterred by the need to invest 
large financial resources (buying fixed facilities, built inventories, research 
etc.). Huge capital requirements limit the pool of possible entrants. 
- incumbency advantages independent if size  these advantages means that 
companies have cost or quality advantage not available to potential rivals. 
These can be: access to the best raw material resource, have the most 
favourable geographic location, established brand entities, cumulative 
experience which lead to more efficient productivity etc. 
- unequal access to distribution channels  if the distribution channels are tied 
up by existing companies, new companies have to pay a lot or create new 
distribution channels. 
- restrictive government policy  these can be for example licensing 
requirements, restriction on foreign investment. On the other hand 
government can also help to new entrants through subsidies or funding 
research. (55) 
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Bargaining power of suppliers 
If the power of suppliers is big they capture more of the value for themselves by 
charging higher prices, limiting quality or services or by shifting costs to participants. In 
other words powerful suppliers can squeeze profitability out of an industry. The 
suppliers are powerful if: 
- if there is not many suppliers 
- if the supplier group does not depend heavily on the industry for its revenues 
- if the switching cost for changing supplier are high 
- there is no substitute for the product or service of the supplier (55) 
Bargaining power of buyers 
Powerful customers similar as powerful suppliers can capture more value. They can 
demand better quality, more services or lower prices. The customers are powerful if: 
- there are few buyers, or buy large volumes relative to the size of vendor 
- the products are standardized or undifferentiated (buyers believe that they 
can always find equivalent product) 
- switching cost for changing supplier are low (55) 
Threat of substitute products or services 
A substitute offer the same or similar function as the product. Substitutes limit the 
profits because they influence prices of products. The threat of substitute is high if: 
- the substitute offers an attractive price-performance trade-off to the product 
- the buyers switching costs to the substitute are low (55) 
Rivalry among existing competitors  
This rivalry takes many forms, including price discounting, new product introductions, 
advertising campaigns etc. High rivalry limits profitability of industry. The intensity of 
rivalry is biggest if: 
- there are numerous competitors or competitors are roughly equal in power 
and size 
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- the growth of industry is slow  companies fight for market share 
- exit barriers are high  companies are kept in the industry even though the 
earnings are not high 
- high commitment to the business which can be connected to more than just 
economic goals for example state-owned companies which aim is also 
prestige or employment  
- products or services are nearly identical 
- switching cost for customers are low 
- the product is perishable (information become outdated, product become 
obsolete etc.) (55) 
1.4 SWOT analysis 
SWOT analysis is one of the most frequently used analytical methods. Output of this 
analysis is the SWOT matrix. The name of this analysis comes from four analysed 
areas. These are strengths, weaknesses, opportunities and threats. This analysis 
combines two problematic, threats and opportunities coming from the external 
environment of the company on the one hand and strengths and weaknesses rising from 
the company itself on the other hand. The SWOT analysis integrates data based on 
previous analytical work. Previous analysis can be represented by variety of different 
analysis. (20) For the purpose of this work will be used PESTLE analysis and Porters 
five forces model (for the description of the external environment) and analysis of the 
internal environment (which will focus on examination of several areas to find out 
strengths and weaknesses of the company). Also results of financial analysis will not be 
omitted. 
Just compilation of a list of strengths, weaknesses, opportunities and threats into the 
SWOT matrix is not the end of the work. Strengths and weaknesses have to be put 
against opportunities and threats and the companys position has to be defined as the 
basis for defining future strategies. (20)  
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2 PROBLEM ANALYSIS AND CURRENT SITUATION 
This part of the thesis deals with the analysis of current situation. First part focuses on 
the internal environment of the company. Later the external environment of the 
company is analysed by the PESTEL analysis and Porters five forces model. Most 
attention will be paid to following financial analysis. Important results of all analysis 
will be united in SWOT analysis. 
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3 PROPOSALS AND SUGGESTIONS 
The aim of this part is to prepare, based on previous analyzes, proposals and 
suggestions for future. The first part focuses on future strategy of the company, the 
second part deals with specific issue, which was pointed out in financial analysis, and 
the last part focuses on other proposals and suggestions. 
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CONCLUSIONS 
The main objective of the work, evaluation of the company performance, finding of 
possible problem areas and formulation of proposals for future, was fulfilled.   
The thesis was divided into three main parts. 
First part focused on theoretical bases, which summarized available theoretical 
knowledge related to the topic of the work. Different methods of company analysis 
were described. These include PESTEL analysis, Porters five forces model, wide range 
of methods of financial analysis and SWOT analysis. These theoretical basis were then 
applied in second part of this work, which was analytical part. 
At the beginning of the second part the internal and external environment of the 
company was described. Later the performance from the financial point of view of last 
five years (2007  2011) was analysed and evaluated. In the end of this part of work 
SWOT analysis which is based on all previous analyses is made and provides clear 
summary of strengths and weaknesses of the company and opportunities and threats 
which arises from external environment.  
In the third and last part of this work proposals and suggestions for future were made.  
The proposals along with all thesis will be provided to management of analysed 
company and may bring some inspiration. 
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